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In mid-August, Bolivia and Brazil signed new agreements that reaffirm their commitment to
jointly construct a gas pipeline that will eventually pump up to 16 million cubic meters per day of
natural gas from Bolivia to six states in southern Brazil. Under the new agreements included in an
addendum to the original accord signed in 1993 both countries hammered out the framework for
final distribution of shares in the consortium that will construct and manage the pipeline. They also
extended the deadline to negotiate foreign aid for the project until March 1995, when construction is
scheduled to begin.
In February 1993, Bolivia and Brazil signed a landmark accord that committed them to jointly
build and operate a 3,500 km. gas pipeline that would stretch from the Bolivian city of Santa Cruz
to Rio Grande do Sul in the southern tip of Brazil. Once completed in 1996, the pipeline would
immediately pump 8 million cubic meters of natural gas per day from Bolivia's gas fields in Santa
Cruz department to local distribution centers in Brazil's six southern states: Mato Grosso do Sul,
Minas Gerais, Parana, Sao Paulo, Santa Catarina, and Rio Grande do Sul. Under terms of the
original accord, the amount sold to Brazil would increase to 16 million cubic meters per day by the
year 2004.
The project, the largest of its kind in Latin America, is of key importance to both countries. Bolivia
hopes to become the principal supplier of natural gas to most of its neighbors in the southern cone,
and the gas pipeline with Brazil is seen as the pivotal project that will propel Bolivia toward its
goals, since the pipeline would also be used to transport gas from other countries to Brazil, and
would be touted as a model to negotiate smaller pipelines with other nations. Bolivia expects to earn
about US$90 million annually from the gas sales after 1996, with total income steadily increasing as
the volume pumped expands. That would greatly reduce Bolivia's trade deficit with Brazil, which
reached US$412 million in 1993.
For Brazil, the accord will help meet domestic gas demand. According to the Brazilian Energy
Ministry, Brazil produces about 660,000 cubic meters of natural gas per day, equal to about 2% of the
nation's total energy needs. The Ministry estimates that the joint venture with Bolivia could boost
the distribution of natural gas to between 10% and 12% of total energy demand by the year 2000.
Moreover, the local government in Sao Paulo state the country's most- industrialized region expects
the pipeline to eventually supply most of the state's industrial energy needs.
The original accord, however, did not resolve some key aspects of the project, particularly how the
controlling shares in the consortium that constructs and manages the pipeline would be divided
between the two countries. The pact committed both governments to negotiate final agreements on
those issues within 18 months or by Aug. 18, 1994 at which time the contract would be dissolved if
the two sides could not agree on the final terms. In addition, all negotiations with foreign creditors to
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finance the project plus all contracts to be signed with private companies interested in participating
in the pipeline consortium had to be completed by the Aug. 18 deadline. As a result, by late July the
project appeared doomed, since the two sides had still not come to terms on these points even after
17 months of negotiations. The distribution of shares in the pipeline consortium became the central
stumbling block, since Brazil stubbornly insisted that Bolivia be limited to just 4% of shares in the
operation of all those portions of the pipeline laid in Brazilian territory.
On the Bolivian side, however, Brazil pushed for a 40% stake in the construction and management
of the project, which seemed particularly unfair, since only about 600 km. of the line will be laid in
Bolivia, and the remainder in Brazil. In contrast, the Bolivian government argued in favor of a 39%
stake in the project on the Brazilian side, and a lower stake for Brazil on the Bolivian side, pushing
the negotiators to a virtual deadlock by July.
Consequently, in early August, the Bolivian government allegedly threatened to withdraw from the
project altogether if the Brazilian government did not substantially modify its position. On Aug. 16,
Bolivian President Gonzalo Sanchez de Lozada flew to Brazil for an emergency round of talks with
Brazilian President Itamar Franco, since no accords could be reached in technical negotiations at
the ministerial level. "The project is clearly in danger," said Sanchez de Lozada when he arrived in
Brazil. "It's a huge project that justifies executive intervention. The negotiators at the technical level
are not able to resolve the problems because they need a final green light from top politicians, and
that is what we hope to achieve. In any case, all Bolivia is requesting is a fair deal in the project."
After two days of negotiations, both sides hammered out a series of new accords that clearly
reaffirmed their joint commitment to push forward with the project, reflecting substantial
concessions by both sides. In the end, Bolivia will be granted a 20% stake in the consortium that
constructs and operates the line on the Brazilian side, with the remaining 80% to be controlled by
Brazil's state oil company Petroleo Brasileiro, S.A. (Petrobras), together with any private sector
companies that Brazil accepts as junior partners in the project. On the Bolivian side, Petrobras
will only be given a 15% stake in the pipeline. The remaining 85% of shares will be controlled by
Bolivia's state oil company Yacimientos Petroliferos Fiscales Bolivianos (YPFB), as well as any
private firm that the YPFB accepts as a partner. The choosing of private sector partners will be left
up to each government, which will in turn have the freedom to distribute their own shares however
they deem best among the private firms that are accepted as participants in the pipeline consortium.
For its part, Bolivia has already chosen the US firm Enron as its partner on both sides of the border.
Enron, which is based in Texas, is the largest gas distributor in the US and South America, operating
about 70,000 km. of pipeline throughout the hemisphere. YPFB will control 60% of the 85% of shares
granted to Bolivia on its side of the border, with the remaining 40% stake to be held by Enron. It is
not yet clear how YPFB and Enron will distribute the 20% stake that they control on the Brazilian
side. As for Brazil, Petrobras awarded 25% of its 80% of shares on the Brazilian side to the "BTB"
consortium, which includes three foreign firms: the Australian company Broken Hill Proprietary
(BHP), the US firm Tenneco, and British Gas. Petrobras itself, however, will only control 51% of the
shares it received on the Brazilian side, leaving 4% of the total 80% of shares still to be awarded
to other private firms. In addition, it is not yet clear if Brazil will award any of the 15% of shares it
controls on the Bolivian side to private sector partners.
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Since the original pipeline contract called for all such negotiations to be concluded by Aug. 18, the
two presidents signed a separate agreement to extend the deadline by 90 days, meaning that the
global consortium for both sides of the border must be finalized by mid-November at the latest.
In addition, the presidents extended the deadline to negotiate the financing of the pipeline by six
months until mid-March 1995 to give both governments time to update projected costs for the
pipeline's construction. In fact, a fourth accord reached by the presidents forced the governments
to postpone final budget estimates, since that accord will substantially increase construction costs.
Under the accord, both sides agreed to increase the diameter of the pipeline from the 28 centimeters
contained in the original contract to 32 centimeters, which will allow Bolivia to pump much more gas
than originally anticipated into Brazil.
Once the total cost estimates are completed, the two governments will negotiate direct investment
contributions with their individual partners in the consortium. Then, credit for all remaining costs
not covered through direct investment must be negotiated with bilateral and multilateral lending
sources. The two governments apparently hope to finance about 75% of total construction costs with
loans from the World Bank, the Inter-American Development Bank (IDB), Japan's Eximbank, and
some foreign commercial lenders. Notwithstanding the agreement to extend loan negotiations until
1995, the two governments may yet face a major battle to secure multilateral aid for the project.
Until now, the World Bank has resisted funding the pipeline unless Petrobras accepts a minority
stake in the consortium. Brazil has refused to reduce its shares below the 51% stake that it will
directly manage on its side of the border, since the country's constitution grants the state monopoly
control over all energy distribution, and to accept a minority share the government would have
to reform the magna carta (see Chronicle, 04/15/93). If the World Bank refuses to fund the project,
it could in turn discourage the other creditors from participating. That could endanger the entire
program, since the pipeline construction is estimated to cost about US$2.5 billion.
Still, assuming funding is obtained by the March 1995 deadline, the governments hope to complete
the project by the end of 1996, allowing the pipeline to start operating in early 1997. Construction
would begin during the second quarter of 1995 and last 30 months. Meanwhile, the pipeline
negotiations are also generating other cooperative energy agreements between Bolivia and Brazil.
In late July, during a round of talks over the pipeline project, the heads of the YPFB and Petrobras
signed a separate contract which commits Bolivia to construct a hydroelectric plant in the city of San
Ramon, located 650 km. northeast of La Paz near the border with the Brazilian state of Mato Grosso.
When the plant begins operating in 1997, the YPFB will sell electricity to Mato Grosso state, and will
construct a network of high tension wires for that purpose.
Finally, in a related development, Bolivia is pushing forward with negotiations with other South
American countries to construct more pipelines to sell natural gas to its neighbors. In mid-July, the
YPFB signed a framework accord with the Australian firm BHP to jointly construct and manage a
new pipeline to transport natural gas to northern Chile. The YPFB and Chile's state oil company
Empresa Nacional del Petroleo de Chile (ENAP) agreed in principle in 1993 to negotiate the terms
for a 1,100 km. line that will originate in Bolivia's southern department of Tarija.
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Under the YPFB- BHP framework accord, the two companies would share a 90% stake in the
construction and management of the pipeline, and the remaining 10% of shares in the consortium
would go to ENAP. For the moment, the three firms are still carrying out feasibility studies, which
will determine the project's total cost, plus the pipeline's potential capacity once constructed.
According to YPFB president Mauricio Gonzalez, Bolivia hopes to have the pipeline in place and
operating by the end of 1996 at a cost of about US$300 million. Eventually, Bolivia expects to pump
about 6 million cubic meters of gas per day for sale on the domestic market in Chile, and for export
through the Chilean ports of Tocopilla and Mejillones.
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